METHOD OF ENHANCING VALUE OF PENSION PLAN ASSETS 

TECHNICAL FIELD 
[0001] The present invention pertains to pension plans and methods of funding them. 

THE INVENTION 

[0002] Assets included in one or more specific pension plans administered by pension systems 
(i.e., the administrative apparatus which controls and manages one or more pension plans) vary 
by law and policy, but include generally fixed income securities and equities (as individual 
securities or shares in pools of securities, e.g., mutual funds), cash or cash equivalents, and other 
permitted investments, e.g., real estate, annuity contracts, life insurance policies and other classes 
of investments. Valuing the assets included in such retirement plans requires utilization of 
various methods which depend in whole or in part upon the characteristics of the asset being 
valued. Valuation methods for securities traded in liquid markets are based on public data. 
Illiquid securities require independent analysis, e.g., appraisals for real estate. The valuation of 
assets administered by a pension system (public or private) is further determined by a number of 
rules-based constraints, such as, e.g., generally accepted accounting treatment (including 
governmental accounting standards), ERISA under U.S. law, and generally accepted actuarial 
treatment. 

[0003] A periodic actuarial task undertaken by all pension systems is an analysis of the status of 
the system's pension plan(s) as of a point in time which includes an evaluation of two 
independent components: a) liabilities and b) assets and further includes a calculation of the 
magnitude of the difference between the assets and liabilities. If liabilities exceed assets, the 
pension plan has an unfunded actuarial accrued liability ("UAL"). The UAL is one measure of 
fiscal health, and it measures the difference on a given day between the actuarial asset value and 
the actuarial accrued liabilities of a given plan. Generally, a pension plan should fund annually a) 
its normal costs to meet the expected costs of funding future liabilities on a current basis and b) 
amortize its UAL to make up for the mismatch between assets and liabilities (the "UAL 
Amortization"). Generally, actuarial value of the liabilities of a plan are determined using 
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generally accepted actuarial treatment of the life expectancy of the pool of beneficiaries and the 
respective benefits due beneficiary classes from the pension plan. Generally, actuarial value of 
assets can be valued on the basis of (a) book, (b) market or (c) some other actuarially sound 
method, including a modification involving either or both. For example, equity assets of a plan 
are commonly valued at both market value and at actuarial value, which allocates realized and 
unrealized gains over a smoothing period over two or more years. Actuarial present value 
analysis also is employed as part of the actuarial asset valuation process. Actuarial present value 
is the value as of a specific date of an amount or series of amounts payable or receivable 
thereafter, with each amount adjusted to reflect the time value of money and the probability of 
payments. 

[0004] Conventionally, pension plan managers wishing to redeploy assets to increase return were 
limited to traditional vehicles (e.g., equities and fixed income securities) and their traditional 
methods of valuation (e.g., book or market) with the attendant market and timing risks. It has 
been the case that life insurance contracts providing death benefits on the life of beneficiaries of 
a pension plan have been used to a limited extent in some pension plans and exclusively in other 
plans (e.g., 412(i) plans in the United States) primarily for beneficial income tax treatment, e.g., 
under the U.S. Internal Revenue Code, of premiums paid, since some portion of contributions to 
a pension plan used to pay policy premiums are deductible by the payor at least in the United 
States. Estate tax and other consequences can make the use of life insurance contracts by a 
pension plan on pension plan beneficiaries unattractive. 

[0005] A secondary market in current life insurance policies has developed in the past decade 
based on evolving legal environment and market requirements. First employed in the viatical 
arena to enable terminally ill insureds to obtain a portion of the value of their death benefit 
coverage during life, the sale and purchase of such life insurance contracts (also known as 
"viatical settlements") in the secondary market has grown steadily. Viatical settlements are 
regulated in a number of states in the United States. A secondary market also exists for current 
life insurance contracts on well insureds, which are described as "life settlement" contracts, to 
distinguish from viatical settlements. 
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[0006] Notwithstanding the ongoing evolution of markets and financial products, pension plans 
continue to suffer significant fluctuations in value and in fact are increasingly determined to be 
under-funded during periods of declining market values and stable or rising benefit liabilities. 
Thus, there exists a significant need for a way to remove some measure of volatility in the 
actuarially determined status of pension plans by increasing the value of plan assets. 

[0007] The present invention in fact satisfies this need in a unique and highly facile way by 
providing, amongst other things, a method which comprises investing at least a portion of one or 
more assets of a pension plan so as to acquire an interest in one or more current, in-force 
insurance contracts from one or more owners of the one or more current, in-force insurance 
contracts, wherein each of the one or more insurance contracts is characterized in that it either (a) 
provides a plurality of periodic payments during the life of an insured or (b) provides a single 
death benefit on the life of an insured, but in either case, the insured is not a beneficiary of the 
pension plan. This particular use of an insurance contract having as the insured someone who is 
not a beneficiary of the pension plan is believed to be quite unique. The insurance contract(s) 
employed in this invention will always have the characteristic of providing to a beneficiary (1) a 
stream of payments, (2) a death benefit, or (3) both 1 and 2, with the payment obligations to the 
beneficiary being either terminated or triggered by the death of an insured. The remaining life 
expectancy of the insured or the remaining life expectancy of each of the insureds, when 
determined at least immediately after the acquisition, is such that (i) the total value of the 
pension plan assets, inclusive of the interest so acquired, determined immediately after the 
acquisition, is appreciably greater than (ii) the total value of the pension plan assets, exclusive of 
the interest so acquired and inclusive of the at least a portion of one or more assets of the pension 
plan invested, the respective total values of (i) and (ii) being determined at the same point in time 
and in accordance with the same actuarially sound valuation method. 

[0008] In another embodiment of this invention, the remaining life expectancy of the insured or 
the remaining life expectancy of each of the insureds, when determined at any time after the 
acquisition but prior to the occurrence of death of the insured or of any one of the insureds, as 
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applicable, is such that (i) the total value of the pension plan assets, inclusive of the interest so 
acquired, determined immediately after the acquisition, is appreciably greater than (ii) the total 
value of the pension plan assets, exclusive of the interest so acquired and inclusive of the at least 
a portion of one or more assets of the pension plan invested, the respective total values of (i) and 
(ii) being determined at the same point in time and in accordance with the same actuarially sound 
valuation method. As used in this description and the appended claims, the phrase 'actuarially 
sound valuation method" is intended to mean any method for valuing an asset, which method is 
in accordance with the standards of the Actuarial Standards Board in existence as of the filing of 
this disclosure. 

[0009] Another embodiment of this invention provides a pension plan comprised of an 
investment portfolio, wherein the investment portfolio is comprised of an interest in one or more 
current, in-force insurance contracts, wherein each of the one or more insurance contracts is 
characterized in that it either (a) provides a plurality of periodic payments during the life of an 
insured or (b) provides a single death benefit on the life of an insured, but in either case, the 
insured is not a beneficiary of the pension plan. 

[0010] Yet another embodiment of the present invention provides an investment product 
marketable to a pension system having pension plan assets to invest. The investment product 
comprises a transferable interest in a pool of current, in-force insurance contracts, wherein each 
of the one or more insurance contracts is characterized in that it either (a) provides a plurality of 
periodic payments during the life of an insured or (b) provides a single death benefit on the life 
of an insured, but in either case, the insured is not a beneficiary of the pension plan. 

[0011] These and other embodiments, objects, advantages, and features of this invention will be 
apparent from the following detailed description and appended claims 

DETAILED DESCRIPTION OF THE INVENTION 
[0012] It will now be appreciated that the present invention creates predictable and beneficial 
results to the acquiring pension plan in a unique way. Typically, the investment of pension 
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assets made when practicing methods of this invention will include a financial mechanism to 
meet all future premium obligations (a "premium reserve") to provide for payment of costs of 
keeping the contract(s) enforceable. The premium reserve may constitute part of the acquisition 
price or may be established independently. Also, it is preferred that the insureds on the life 
insurances contracts be relatively healthy and elderly (i.e., typically at least 50 years of age, 
preferably at least 60 years of age, and more preferably at least 65 years of age). The term 
"healthy" when used in this description and the appended claims means not chronically or 
terminally ill, where chronically ill means a) being unable to perform at least two activities of 
daily living (i.e., eating, toileting, transferring, bathing, dressing or continence) or b) requiring 
substantial supervision to protect the individual from threats to health and safety due to severe 
cognitive impairment, and terminally ill means having an illness or sickness that can reasonably 
be expected to result in death in twenty-four months or less. 

[0013] The remaining life expectancy of the insured, or of at least one of the insureds, under the 
one or more insurance contracts employed in preferred embodiments of this invention will be no 
more than about 20 years, and more preferably no more than about 15 years. Even more 
preferably when dealing with interests in pools of the relevant insurance contracts, the life 
expectancy of at least a majority of the insureds will be no more than 20 years, and most 
preferably no more than 15 years. 

[0014] Pension system practicing the present invention will preferably establish a criteria profile 
for current insurance policies, or for current interests in pools of insurance policies, to be 
acquired. For example, a preferred profile would typically limit the acquired contracts or 
interests to those priced at an acquisition cost below a target percentage of the present value of 
the payment stream (for an annuity or pool of annuities) or below a target percentage of the death 
benefit (for a life insurance contract) or total death benefits (for a pool of life insurance 
contracts), taking into account the purchase price and premium reserve which might be 
established, as applicable. The contracts sought will be typically only those which are 
transferable, either by law or by their own terms, and appropriate proof of validity of transfer 
will be included in the contract acquisition documentation. The contracts sought will be 
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acquired in a diverse manner such that there will be no relative concentration of dollar value 
amount attributable to a single insured or carrier. In the case of life insurance contracts, the 
present invention provides the added benefits of third party underwriting of the health risk of the 
insureds, and provides legal title, lien clearance, and defense waiver and other protections by 
giving insurance carrier and beneficiary recognition of ownership transfer. Other benefits 
include the use of third party servicers to hold any premium reserve and to service premium 
payment obligations which will have been expressly quantified in the contract at time of 
acquisition. 

[0015] Thus, in practicing the present invention, pension systems or others will preferably 
engage in a method comprising (1) establishing a criteria profile for acquired life insurance 
policies, (2) establishing one or more contractual agreements with providers of necessary 
services to accomplish acquisition of the policies, such providers including, e.g., policy 
acquisition agents, insured health screeners/underwriters, escrow agents, and independent 
actuaries, amongst others, and (3) establishing contractual agreements with providers of 
necessary services to maintain enforceability of acquired policies. Such necessary services may 
include, e.g., matching the premium payment schedule of each discrete contract to escrow agent 
instructions for payment, monitoring receipt of premium payments by carriers, monitoring health 
of insured(s), processing death benefit claims, and the like. Once these steps have been carried 
out, in no particular order, the pension systems preferably will then (1) acquire (a) individual 
policies or (b) pools of policies to diversify carrier risk and to diversify insured risk, and (2) 
establish and manage corporate or trust entities to hold and administer qualifying acquired 
policies, or pools of qualifying acquired policies, for the benefit of single or multiple pension 
plans. 

[0016] Practicing this method will provide an immediate benefit by increasing the aggregate 
value of assets in a pension plan, the consequence of which is the positive impact on pension 
plan assets and any UAL, and the corresponding reduction in the requirement to make any 
annual UAL Amortization. Practicing this method on a regular disciplined basis over time will 
provide the ongoing benefit of accelerating the reduction of any UAL and reducing any 
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corresponding annual UAL Amortization. An exemplary scenario will now be presented to 
illustrate, in a non-limiting way, how a preferred embodiment of this invention may be 
employed. 

EXAMPLE 

[0017] For life settlement contracts meeting the criteria of a preferred method of this invention, 
the following ratio will apply: 

$B > $V > $C. 

wherein, for each conforming life insurance contract, $B is the death benefit, $V is the actuarial 
present value and equals the sum of the amounts calculated for every out year through the final 
year of an actuarial table appropriate to the respective insured, wherein each amount calculated 
for every out year comprises the present value, at an appropriate interest rate, of the product of 
the probability that the insured will die during such out year multiplied by the death benefit $B, 
all in accordance with generally accepted actuarial practices; and $C is the life settlement 
contract purchase price and equals the amount required to acquire a contract, being the sum of 
the life settlement contract sale price including transaction costs and the costs of a premium 
reserve, if any. Immediately after a pension system uses the invention's method to acquire a 
conforming contract at $C, the valuation of the contract in accordance with generally accepted 
actuarial practices will cause the value of the contract to increase to $V. $V will further increase 
at each valuation period as the probability of the insured's death in each out year increases 
(interest rates remaining constant). The increase at each valuation period of $V (interest rates 
remaining constant) will only be interrupted by the occurrence of the death of the insured during 
a period, and the concurrent payment of the death benefit $B to the pension system, thereby 
converting the value of the contract asset to $B, an amount always greater than $V. A change in 
the interest rate used to calculate present value will affect valuation results, but will be balanced 
to a degree in each pension plan by the opposite effect on the value of other assets held by the 
pension plan. 

[0018] Terms used in this description and the appended claims, which terms are not otherwise 
specifically defined in this description, shall have their ordinary and customary meaning as 
understood by one of ordinary skill in the art when read in the context of this disclosure. 
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[0019] This invention is susceptible to considerable variation in its practice. Therefore, the 
foregoing description is not intended to limit, and should not be construed as limiting, the 
invention to the particular exemplifications presented hereinabove. Rather, what is intended to 
be covered is as set forth in the ensuing claims and the equivalents thereof permitted as a matter 
of law. 



Page 8 of 14 



